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Five Central American countries hit by Hurricane Mitch in October 1998 (see NotiCen, 1998-11-12)
will receive US$9 billion in reconstruction aid from multilateral banks and donor countries over
the next four years. In agreements reached during a meeting of the Consultative Group for the
Reconstruction of Central America, held in Stockholm May 25-28, Costa Rica, Guatemala, Honduras,
Nicaragua, and El Salvador were promised a mix of debt reduction and new loans and donations on
condition they impose strict controls and accounting procedures on use of the aid.
The amount promised was considerably more than the US$6.2 billion proposed during the first
meeting of the group last December (see NotiCen, 1998-12-17). Of the total, the Inter-American
Development Bank (IDB) and the World Bank committed themselves to provided US$5.3 billion. The
remainder is to come from donor countries. Some of the aid consists of new, low-interest loans and
donations that had been committed in the aftermath of the storm.
Most of the funds however, are new commitments. The aid was presented in a block with few details
about how it was to be divided among the five recipient countries. IDB president Enrique Iglesias
said the details would be worked out later in a series of meetings with the recipients and that the
exact amount awarded to each country would not be announced until after a final review of their
reconstruction proposals. Following the meeting, all the national delegations expressed satisfaction
with the results.
Honduras the worst hit by the storm is likely to receive roughly US$3.9 billion, Nicaragua US$2.5
billion, El Salvador US$700 million, Guatemala US$260 million, and Costa Rica US$117 million.
Although Costa Rica was not directly affected by Mitch, the aid funds will be granted to offset
the cost of providing services to an estimated 16,500 Nicaraguans who took refuge in Costa Rica
following the storm.
In the case of Honduras and Nicaragua, final determination of what they will received will depend
in large part on whether they receive debt cancellations under the World Bank's initiative for
Heavily Indebted Poor Countries (HIPC). The Consultative Group viewed the aid package as
more than a stopgap measure to return the economies to what they were before Mitch. The
goal, according to the IDB, is "to foster sweeping reforms in the region, to rebuild its economies,
strengthen its democracies, and overcome its legacies of poverty and inequality."

Donors want transparency, accountability
Announcing the aid package, Iglesias cautioned that the recipient countries must not only use the
funds properly but must continue the social and political transformation of the region that began
with the end of the Cold War armed struggles. That transformation includes political democracy and
state modernization, economic growth, and entry into the global economic process, said Iglesias.
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The issue of transparency in the management of aid funds has been at the center of the aid
discussion since last December. Manuel Marin, vice president of the European Commission, called
transparency the "essential condition" for aid now and in the future. The final communique of the
Stockholm meeting calls for the installation of an international commission comprising Canada,
Germany, Spain, Sweden, and the US to monitor use of the funds. As a condition for granting the
aid, the Consultative Group will require both tight controls and substantial involvement of civil
society, including NGOs, indigenous groups, and the private sector.

Civic groups criticize reconstruction plans
Although the Consultative Group asked for citizen participation in developing reconstruction plans,
NGOs did not set the reconstruction agenda, said Geoff Thale of the Washington Office on Latin
America. "Many citizens' groups get to meet with their governments and say what they think, but it
all goes down a black hole," he said. Miguel Martinez, the IDB's regional manager, said the resulting
projects were produced by governments and lacked proposals for fundamental reforms in such
areas as land tenure and wage policy.
Both Nicaragua and Honduras kept their plans secret throughout the development phases.
Honduran NGOs saw their country's proposals only after the Stockholm meeting began. In all five
countries, NGOs complained their voices were not heard. But the NGOs themselves came under fire
from 138 indigenous organizations represented by the Consejo Indigena de Centroamerica, which
said they had been systematically excluded from participation in NGO deliberations. Carlos Enrique
Bacino, a Mayan community leader in Guatemala, said his organization had developed a recovery
plan that took into account all citizens of the Isthmus, but that the NGOs did not want to consider it.
"Only with much effort did they accept us as observers." Indigenous groups were "totally isolated"
from participation in the negotiations with the government and with donor representatives, he
said. Honduran government criticized for holding back aid funds Meanwhile, two weeks after the
Stockholm meeting and seven months after Mitch, business, campesino, and labor leaders criticized
President Carlos Flores' administration in Honduras for failure to disburse aid money already
received.
Business leader Mario Canahuati started a quarrel with the administration in mid-June when he
accused the government of sitting on some US$302 million in aid money instead of disbursing it in
ways that would reactivate the economy. He told the newspaper La Prensa the government should
have acted immediately to restore confidence and counter the downward trend in the economy.
"If...we don't reactivate the productive capacity, we simply are not going to resolve our problems,"
he said.
Finance Minster Gabriela Nunez explained that all the aid funds so far received had been deposited
in special accounts and were committed to reconstruction projects. But economist Martin Barahona
said the fact that the funds had not been put to work immediately gives the impression the
administration has no reconstruction plan. "If they had been carrying out reconstruction projects, if
they were rebuilding vital bridges and roads...and if this money were held in reserve, then we might
be very happy about it," he said. But in the absence of ongoing projects and investments to stimulate
production for export, the unused funds raise questions about the administration's plans. It also
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raises question about how the government will manage the new funds coming from the Stockholm
meeting, Barahona said.
Likewise, Marvin Ponce, advisor to the Consejo Coordinador de Organizaciones Campesinas de
Honduras (COCOCH), argued that the government's failure to act threatened the agricultural
basis of the economy. He said campesinos whose livelihoods had been swept away by Mitch,
were waiting for government ministers to channel some of the sequestered funds into the
productive sectors. Under pressure from producers and labor, Honduras is also being pressed by
the International Monetary Fund (IMF) to put aid funds to work. "The time has come to inject a
little more pragmatism and speed up reconstruction," said IMF representative in Honduras Carlos
Pinerua.
As economy ministers in the region wait for their share of the US$9 billion, some economists
especially in Honduras and Nicaragua worry that new loans will only add to the crushing debt
burden and could even offset the relief promised by the HIPC program. However, some additional
debt relief may come from the G-7 countries. Leaders from the Group of Seven industrial nations,
meeting in Cologne, Germany in June, agreed to a massive program of debt relief that would help
recovery in Central America.
Most of the plan whose cost was initially estimated at US$65 billion will benefit Africa, but
Nicaragua and Honduras could also qualify. Part of the cost would be covered by the sale of some
IMF gold reserves and the plan has to be approved both by the IMF and the US Congress. [Sources:
Inter Press Service, 05/24/99, 05/25/99; Spanish News Service EFE, 05/26/99; El Tiempo (Honduras),
05/28/99; ; La Prensa (Honduras), 06/11/99, 06/12/99, 06/15/99; Notimex, 04/23/99, 05/24/99, 05/26/99,
05/28/99, 05/30/99, 06/17/99; The New York Times, 06/19/99; La Prensa (Nicaragua), 06/12/99,
06/21/99]
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